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summary:  The  Department  of  Housing 
and  Urban  Development,  under  its  Title 
V  research  authorities  (12  U.S.C.  1701z- 
[et  seq.J,  is  seeking  new  means  to  help 
preserve  sound,  existing,  multifamily 
housing  stock  for  the  continued  use  of 
existing  tenants.  Of  special  concern  is 
the  prevalence  of  the  conversion  of  such 
housing  to  other  occupancies  and  other 
uses,  often  with  displacement  of  a 
majority  of  existing  tenants.  Some 
jurisdictions  have  passed  statutes  giving 
existing  tenants,  who  face  such 
conversions,  the  right-of-first-refusal 
and  other  protections.  However,  the 
Department  has  had  few  tools  with 
which  to  assist  these  communities  and 
tenants  to  take  advantage  of  these 
protections. 

To  help  deal  with  these  challenges, 
the  Department  has  developed  and  will 
test  new  or  improved  mechanisms  for 
the  purchase  or  refinancing  of  existing 
multifamily  housing  projects  in  the 
Existing  Multifamily  Housing 
Demonstration.  This  Notice  solicits 
applications  pursuant  to  the  Interim 
Rule  on  Cooperative  Conversions  of 
existing  multifamily  housing  projects 
published  by  HUD  in  the  Federal 
Register  on  May  14, 1980. 

FOR  FURTHER  INFORMATION  CONTACT: 

Michael  A.  Stegman,  Deputy  Assistant 
Secretary  for  Research,  Department  of 
Housing  and  Urban  Development, 
Washington,  D.C.  20410  (202)755-5561, 
or  Alex  J.  Pires,  Deputy  Assistant 
Secretary  for  Multifamily  Housing, 
Department  of  Housing  and  Urban 
Development,  Washington,  D.C.  20410 
(202)  755-6495.  The  telephone  numbers 
are  not  toll-free  numbers. 


DATE:  Applications  must  be  submitted 
on  or  before  thirty  (30)  calendar  days 
from  date  of  this  Notice. 

SUPPLEMENTARY  INFORMATION:  Two 

broad  strategies  will  be  pursued  in  the 
Existing  Multifamily  Housing 
Demonstration.  In  one,  new  mechanisms 
will  be  made  available  to  aid  existing 
tenants  to  acquire  their  property  by 
forming  and  financing  their  own  tenant 
cooperatives  or  condominiums.  In  the 
other,  new  mechanisms  will  be  made 
available  to  aid  new  owners,  including 
entities  such  as  community  groups, 
neighborhood  groups,  tenant  leagues,  or 
even  local  governments  to  acquire  and 
finance  such  properties  and  preserve 
them  as  rental  projects  for  the  existing 
tenants.  In  the  latter  strategy,  properties 
may  be  acquired  on  a  permanent  basis 
or  on  an  interim  arrangement  permitting 
a  less  hurried  transition  to  some  later 
form  of  tenant  management  or  tenant 
ownership. 

The  program  will  start  with  this  pilot 
test  of  Demonstration  requirements  for 
one  of  the  new  financing  mechanisms 
(cooperative  conversions  of  existing 
buildings  under  Section  221(d)(3) 
pursuant  to  Section  223(f),  to  obtain 
marketplace  reactions  to  those 
requirements.  Following  an  assessment 
of  the  progress  of  the  pilot 
Demonstration,  applications  for  the  full- 
scale  Demonstration  will  be  invited 
after  adjustments,  if  any,  have  been 
made  on  the  basis  of  experience  gained 
in  the  pilot  Demonstration. 

While  the  full-scale  Demonstration  is 
^  limited  to  a  total  of  not  more  than  thirty 
(30)  projects  located  in  not  more  than 
six  (6)  metropolitan  areas  of  the  country, 
up  to  seven  projects  will  be  accepted  for 
this  pilot  test,  and  the  balance  will  be 
reserved  for  the  full-scale 
Demonstration.  Projects  will  be  selected 
competitively  from  those  which  best 
meet  three  groups  of  criteria:  (a)  The 
need  for  comparative  testing  under 
varying  tenant  and  project 
circumstances,  and  in  a  variety  of 
locales,  having  differing  market  and 
legislative  conditions:  (b)  the  quality 
and  soundness  of  the  project  for 
mortgage  insurance;  and  (c)  the 
comparative  merits  of  the  project  in 
meeting  the  basic  objectives  of  the 
demonstration,  such  as  protection  of 
existing  tenants  and  preservation  of  the 
housing  stock. 

Overview  of  Demonstration 

Until  now.  HUD  has  had  few 
operational  programs  offering  aid  to 


tenants  faced  with  the  conversion  of 
their  existing  rental  buildings.  With  few 
exceptions,  HUD  mortgage  insurance 
programs  for  cooperative  ownership 
have  been  limited  to  new  construction 
or  substantial  rehabilitation  projects. 
Thus,  even  in  communities  which  have 
enacted  tenant  protections,  such  as 
right-of-first-refusal  and  other  devices, 
HUD  mortgage  insurance  and  housing 
assistance  programs  could  not  assist 
these  tenants  in  taking  advantage  of 
their  rights. 

Due  to  the  pressing  need,  and  because 
there  are  many  untested  alternatives 
within  HUD's  existing  statutes,  the 
Department- is  not  relying  on  statutory 
changes  to  carry  out  this  Demonstration. 
It  is  acting  within  existing  statutory 
authority  and  is  amending  program 
regulations  as  necessary. 

One  of  the  key  mechanisms  for  the 
Demonstration  is  Section  223(f)  of  the 
National  Housing  Act  of  1934,  as 
amended.  It  permits  the  purchase  or 
refinancing  of  existing  buildings, 
without  a  requirement  for  substantial 
rehabilitation  that  has  been  part  of  the 
Department’s  insured  mortgage 
programs  for  existing  buildings. 
Currently,  this  section  has  only  been 
used  in  conjunction  with  Section  207  of 
the  Act,  for  insured  rental  housing.  It  is 
statutorily  feasible  to  use  223(f)  with 
many  other  sections  of  the  Act,  as  for 
example  for  cooperative  housing,  in 
ways  which  would  further  the  objectives 
of  the  Demonstration.  There  are  also 
combinations  of  other,  existing 
Departmental  programs  which  might  be 
used  when  families  may  need  additional 
assistance  in  a  particular  Demonstration 
project.  The  Section  8  (Existing),  Section 
235,  and  Section  106(b)  programs  are 
possible  examples. 

Other  than  in  the  area  of  underwriting 
and  mortgage  processing,  this 
Demonstration  calls  for  limited  direct 
involvement  by  HUD  staff.  We  will 
observe  the  outcomes  of  the 
participants’  efforts  rather  than  take 
part  directly  in  project  management.  The 
Department  will  exercise  its  creativity 
by  opening  several  new  program 
windows,  which  it  believes  will  be  of 
assistance  to  the  market  in  current 
circumstances.  The  market’s  response  to 
those  windows,  in  the  form  of 
applications,  plus  the  success,  over  time, 
of  the  refinancing  innovations  used  in 
the  Demonstration,  will  measure  the 
acceptability,  usefulness,  and  potential 
for  replication  of  the  new  alternatives  as 
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operating  programs. 

The  Demonstration  is  a  joint  effort  by 
the  Office  of  Housing  and  the  Office  of 
Policy  Development  and  Research.  It 
will  be  conducted  under  HUB’S  research 
authority,  Title  V  of  the  Housing  and 
Urban  Development  Act  of  1970  (12 
U.S.C.  1701z-l,  et  seq .)  and  the 
Secretary’s  authority  to  make 
nonstatutory  changes,  additions,  and 
waivers  to  existing  housing  regulations 
(Section  7(d)  of  Department  of  HUD  Act, 
42  U.S.C.  3535(d)). 

The  Department  will  give  preference 
for  its  assistance  to  those  applicant 
projects  which  are  likely  to  be  converted 
regardless  of  their  participation  in  the 
pilot  Demonstration.  Examples  would  be 
projects  in  which  there  is  already  a 
converter  offer,  or  projects  in  which  the 
tenants  must  act  swiftly  to  preserve  a 
right-of-first-refusal.  It  is  not  the  goal  of 
this  pilot  Demonstration  to  stimulate 
conversions,  where  no  incentives  for 
conversion  previously  existed.  Instead, 
where  buildings  are  facing  conversion, 
the  Department  seeks  to  augment  the 
financial  alternatives  of  existing  tenants 
to  acquire  their  units,  when  they  may 
not  have  otherwise  been  able  to  do  so. 

In  order  to  assure  that  the  new 
financing  mechanisms  are  not  used  for 
purposes  other  than  to  aid  the  target 
groups,  eligibility  will  be  limited  to  those 
projects  having  a  substantial  majority  of 
the  existing  tenants  remain  as  project 
occupants  after  refinancing.  A  specific 
definition  of  “substantial  majority"  shall 
be  provided  in  each  segment  of  the 
Demonstration. 

It  is  recognized  that  even  in  a  sound, 
existing  building  there  may  be  a 
moderate  amount  of  deferred 
maintenance  and  need  for  equipment 
replacement.  For  a  project  to  be  eligible 
for  the  pilot  Demonstration,  the  cost  of 
such  work  must  be  limited  to  a  modest 
part  of  the  total  value  of  the  project,  as 
defined  under  the  requirements  for  each 
segment  of  the  Demonstration.  It  is  also 
recognized  that  in  some  existing  projects 
the  current  rental  income  may  not  be 
fully  adequate  to  provide  all  needed 
maintenance,  operating  services,  and 
also  to  pay  rapidly  increasing  utility 
costs.  It  is  further  recognized  that  even 
with  new,  longer-term  mortgages,  the 
debt  service  at  today’s  higher  interest 
rates  may  be  greater  than  before.  Any  or 
all  of  these  factors  could  dictate  a  rise  in 
monthly  costs  to  the  tenants  who  remain 
in  occupancy  after  refinancing. 

As  a  protection  to  existing  tenants. 


eligibility  for  the  new  financing  will  be 
limited  to  projects  in  which  the  post¬ 
financing  monthly  costs  are  only 
moderately  increased  over  existing 
rents.  Because  there  may  be  tax 
advantages  which  help  offset  higher 
costs  for  some  of  those  who  become 
cooperative  Gwners,  the  maximum 
increases  permitted  in  such  projects  will 
be  slightly  higher  than  those  in  projects 
remaining  as  rentals.  The  specific  limits 
will  be  defined  in  the  requirements  for 
each  segment  of  the  Demonstration.  In 
any  case,  projects  proposing  less  than 
maximum  housing  cost  increases  will  be 
given  preference  over  those  seeking  the 
maximum. 

In  order  to  test  the  new  financing 
mechanisms  over  a  representative  range 
of  conditions,  the  Department  seeks 
projects  which  vary  as  to: 

(1)  Role  of  the  tenants  and  the 
assistance  available  to  them  in  forming 
the  cooperative  organization  allowed  by 
valuation  procedure  4a,  page  16  of  this 
notice; 

(2)  Nature  of  the  tenant  protection 
measures  proposed  for  households 
which  cannot  or  will  not  buy  into  the 
projects; 

(3)  Project  size  and  location  (i.e.,  city 
versus  suburban  location),  and  nature  of 
the  state  and/or  local  regulatory 
environment  with  respect  to  conversion 
activity;  and 

(4)  Structure  of  resale  and  equity 
appreciation  limitations  for  the  building 
as  a  whole  and  for  individual  units 
within  the  building. 

The  Department  will  select  projects 
from  among  the  applications  which  best 
meet  the  objectives  of  the  pilot 
Demonstration,  which  assure  reasonable 
variations  in  conditions  (1)  to  (4)  above, 
and  which  meet  sound  underwriting 
criteria. 

The  Department  intends  to  monitor 
and  evaluate  the  demonstration  projects 
to  learn  more  about:  The  effectiveness 
.  of  various  financing  plans,  the  costs  of 
conversions  and  how  they  vary 
according  to  conversion  mechanisms 
employed,  and  the  relative  cost- 
effectiveness  of  cooperative  versus 
condominium  conversions,  including 
their  respective  federal  tax  implications 
for  sellers.  There  is  an  interest  in 
determining  what  obstacles  exist  which 
prevent  greater  tenant  participation  in 
both  the  conversion  process  and  the 
purchasing  of  their  units.  These 
obstacles  may  include  the  cost  and 
availability  of  moitagage  financing,  the 
costs  of  ownership,  organizational 


development,  or  the  lack  of  available 
technical  assistance 

DEMONSTRATION  OBJECTIVES:  This  pilot 
Demonstration  will  test  the  market 
acceptability  and  usefulness  of  a  new 
financing  mechanism  for  cooperative 
conversion  of  sound,  existing, 
multifamily  properties.  The  principal 
aim  of  the  new  mechanism  will  be  to 
offer  means  to  help  preserve  such 
properties  for  the  continued  occupancy 
of  existing  tenants  after  conversion  and 
to  test  the  usefulness  of  the  new 
financing  mechanism  as  an  anti- 
displacment  tool  for  those  tenants 
seeking  to  remain  in  multifamily 
properties  in  neighborhoods 
experiencing  revitalization  and 
increasing  property  values. 

Innovative  Cooperative  Conversions 

A.  Authority 

45  FR  31896,  May  14, 1980,  24  CFR  Part 
221,  Low  Cost  and  Moderate  Income 
Mortgage  Insurance,  Existing 
Multifamily  Housing  Demonstration,  An 
Interim  Rule  adding  a  new  Section 
221.560b,  Eligibility  of  cooperative 
mortgages  for  Existing  Multifamily 
Housing  Demonstration. 

B.  Number  of  Projects  Planned  for  Pilot 
Test  of  Innovative  Cooperative 
Conversions 

The  Department  expects  to  select  up 
to  seven  projects  for  this  pilot  segment 
of  the  Demonstration,  but  reserves  the 
right  to  select  none  depending  on  the 
quality  and  suitability  of  the 
applications.  (In  the  full-scale 
Demonstration,  for  which  applications 
will  be  invited  at  a  later  date,  the 
Department  expects  to  select  an 
additional  six  to  ten  projects  for 
innovative  cooperative  conversions.) 

The  Department  reserves  the  right  to 
negotiate  separately  and  simultaneously 
with  applicants  concerning  potential 
changes  and  improvements  to  meet  the 
purposes  of  the  Demonstration,  and 
after  such  negotiations  to  accept  those 
applications  which  are  in  the  best 
interests  of  the  Department  and  of  the 
Demonstration.  The  Department  also 
reserves  the  right  to  refuse  to  extend 
any  commitments  made  at  any  time 
prior  to  initial  endorsement  (or  initial- 
final  endorsement  if  insured  advances 
are  not  sought),  upon  a  finding  that  the 
applicant’s  project  may  be  so  delayed  as 
to  impair  the  comparisons  and 
evaluations  which  are  the  purpose  of  the 
Demonstraions.  The  Department  may 
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also  refuse  to  amend  the  commitment 
upon  a  finding  that  any  stated  purpose 
or  condition  of  the  Demonstration  is  no 
longer  being  met  by  the  applicant. 

C.  Demonstration  Timetable  for 
Innovative  Cooperative  Conversions 

(N  +  30)  1.  Applications  for  the  pilot 
Demonstration  must  be  submitted  on  or 
before  thirty  (30)  calendar  days  from  the 
date  of  this  Notice. 

In  the  event  an  application  does  not 
meet  criteria  as  outlined  in  this  notice, 
an  applicant  may  be  given,  upon 
notification  by  Headquarters,  an 
additional  fifteen  (15)  days  to  correct 
any  noted  deficiencies  (N+30). 

(N  +  60)  2.  The  initial  screening  by  the 
Department  to  determine  whether  the 
application  is  considered  potentially 
acceptable  for  pilot  Demonstration 
purposes  and  for  further  review  for 
mortgage  insurance  is  expected  to  be 
completed  on  or  before  sixty  (60) 
calendar  days  from  the  date  of  this 
Notice.  This  screening  will  be  conducted 
by  the  Department’s  central  office  in 
Washington,  D.C.  (N+60). 

(N+90)  3.  Applications  which  have 
passed  the  initial  screening  will  be  sent 
to  the  relevant  field  office  for 
accelerated  processing.  Firm 
Commitment  processing  is  expected  to 
be  completed  on  or  before  ninety  (90) 
calendar  days  front  date  of  this  Notice 
(N+90). 

(N+120)  4.  Initial  Endorsement  (or 
initial-final  endorsement,  if  insured 
advances  are  not  sought)  is  expected  to 
be  made  on  or  before  one  hundred 
twenty  (120)  calendar  days  from  date  of 
this  Notice  (N  +  120). 

D.  Who  May  Apply 

The  normal  application  for  this  pilot 
Demonstration  will  be  made  by  the 
seller  through  an  FHA  approved  lender. 
However,  the  initiative  for  submission 
of  an  application  to  this  pilot 
Demonstration  program  may  also  come 
from  a  tenant  Organization,  a  local 
community  or  non-profit  group,  a  local 
unit  of  government,  a  national  or  local 
organization  providing  assistance  to 
cooperative  groups,  or  any  other  * 
responsible  and  concerned  group  having 
an  interest  in  preserving  existing 
multifamily  housing  stock  and  in 
assisting  the  purposes  of  this  pilot 
Demonstration.  Where  possible,  these 
groups  should  work  with  the  seller.  In 
some  instances,  for  example,  one  in 
which  a  tenant  group  is  seeking  to 
exercise  its  statutory  right-of-first- 
refusal,  this  may  not  be  possible.  In  such 
instances  the  pilot  Demonstration 
application  may  be  filed  through  an 
approved  lender  by  responsible 


representatives  of  the  tenants  or  other 
interested  groups. 

E.  Eligibility  Criteria 

Applications  which  do  not  meet  the 
following  criteria  will  not  be  accepted  * 
for  further  consideration: 

1.  The  initial  application  must  be 
accompanied  by  evidence  of  substantial 
•interest  by  the  existing  tenants.  Such 
interest  must  be  evidenced  in  the  form 
of  “good  faith”  refundable  deposits  in 
the  amount  of  one  month’s  rent  or 
$200.00  per  dwelling  unit,  whichever  is 
less,  for  at  least  51%  of  the  total 
dwelling  units.  In  cases  where  it  is 
prohibited  by  statute,  or  otherwise 
infeasible  to  obtain  “good  faith" 
deposits  from  prospective  cooperative 
members  who  are  existing  tenants,  the 
applicant  shall  deliver  a  cash  deposit  or 
an  unconditional,  irrevocable  letter-of- 
credit  in  an  amount  equal  to  $200.00  per 
dwelling  unit  for  at  least  51%  of  the  total 
dwelling  units.  In  the  event,  the 
applicant  is  not  selected  to  participate  in 
the  Demonstration,  the  cash  deposit  or 
letter-of-credit  will  be  returned  to  the 
applicant.  If  the  applicant  is  selected 
and  the  project  is  converted,  the 
applicant’s  deposit  will  be  returned.  If 
the  applicant  is  selected  to  participate  in 
the  Demonstration,  but  the  project  is 
found  financially  infeasible  or  51%  of  the 
dwelling  units  of  the  project  are  not 
purchased  by  the  existing  tenants,  the 
deposit  is  forfeited.  An  “existing  tenant* 
shall  mean  a  person  or  persons  residing 
in  the  building  as  of  the  submission  date 
of  the  application. 

2.  The  total  proposed  monthly  housing 
expenses  of  the  cooperative 
shareholders,  for  share  payments, 
monthly  cooperative  charges,  utilities, 
and  insurance,  may  not  exceed  130%  of 
pre-conversion  rents,  per  shareholder, 
adjusted  to  account  for:  (a)  Different 
cash  down  payments,  by  treating  all 
units  as  though  the  minimum  allowable 
down  payment  had  been  made;  (b)  the 
cost  of  utilities  and  insurance,  which 
may  or  may  not  have  been  included  in 
prior  rents:  and  (c)  the  effect  of  inflation 
through  the  date  of  official  cooperative 
occupancy.  This  requirement  may  be 
modified  in  special  cases  which  the 
130%  rule  would  be  insufficient  to 
generate  an  offer  to  match  a  bona  fide 
converter’s  offer;  and  the  Department 
determines  that  the  tenant’s  incomes  are 
sufficient  to  support  the  higher  level 
without  jeopardizing  the  cooperative’s 
mortgage. 

3.  The  value  of  proposed  repairs  and 
redecoration  for  the  project  may  not 
exceed  the  greater  of  $3,000.00  per  unit 
or  15%  of  the  total  value  of  the  project 
after  such  repairs  and  after  adjustment 
for  expenses  for  normal  engineering  and 


legal  services,  organization,  commitment 
fees  and  other  settlement  costs. 

4.  There  must  be  a  subscription  of  a 
minimum  of  75%  of  the  units  by  eligible 
purchasers  before  HUD’s  initial 
endorsement  (or  initial-findl 
endorsement,  if  insured  advances  are 
not  sought)  of  the  project  loan  or  any 
individual  equity  loan,  and  this  must 
include  the  minimum  of  51%  of  the 
project’s  cooperative  purchasers  who 
are  to  be  current  tenants.  Where  pre¬ 
sales  are  sufficiently  high  so  that  the 
cooperative  is  self-sustaining  (90%  or 
more),  the  cooperative  may  be  permitted 
to  assume  responsibility  for  the 
remaining  unsold  units. 

5.  The  project  must  be  feasible  at 
current  market  interest  rates. 

6.  All  projects  must  meet  regular 
Departmental  underwriting  and 
processing  standards  for  mortgage 
insurance;  each  project  shall  be 
reviewed  by  local  field  offices  after 
initial  screening  at  HUD’s  Washington 
central  office;  more  projects  will  be 
considered  for  further  review  after 
initial  screening  than  are  expected  to 
participate  in  the  Demonstration,  in 
order  to  assure  that  sufficient  viable 
applications  actually  are  processed  for 
Firm  Commitment. 

F.  Selection  Factors 

For  projects  which  meet  the  eligibility 
criteria,  selection  will  be  based  on  the 
following  selection  factors  in  their  order 
of  perference,  ranked  from  most 
important  to  least  important: 

1.  Preference  will  be  given  to 
proposals  involving  the  least  amount  of 
displacement  of  existing  tenants  and 
which  make  provisions  to  assist  (e.g., 
through  relocation  payments  and 
assistance,  long  term  leases,  etc.)  those 
tenants  who  cannot  afford  to  purchase  a 
share  in  the  cooperative  due  to 
inadequate  funds. 

2.  Projects  which  best  meet  the  pilot 
Demonstration’s  need  for  a 
representative  range  of  alternatives  and 
test  conditions,  as  described  in  the 
Overview  of  the  Demonstration,  will  be 
given  preference. 

3.  Projects  in  which  the  current 
tenants  are  faced  with  an  imminent 
conversion  by  the  owner  or  a  converter, 
and  particularly  those  in  which  the 
tenants  have  a  limited  time  in  which  to 
protect  their  statutory  or  other  rights, 
will  be  given  preference.  There  shall  be 
satisfactory  evidence  of  a  valid  and 
binding  written  offer  by  a  responsible, 
capable,  and  independent  third  party. 

4.  The  readiness  of  projects  for 
immediate  processing,  will  be  given 
preference.  This  will  include  the 
potential  viability  of  the  cooperative 
organization,  and  the  opportunity  for  the 
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pilot  Demonstration  to  be  concluded  in  a 
reasonable  time  period,  so  that  all 
projects  may  have  the  same  external 
factors  affecting  them. 

5.  Preference  will  be  given  to 
proposals  in  which  the  occupants’  total 
housing  expenses,  after  conversion, 
experience  the  lowest  increases. 

6.  Preference  will  be  given  to  projects 
in  which  energy  conservation  measures 
have  been  taken  (or  will  be  taken  during 
repairs  and  renovations)  to  reduce 
operating  costs. 

7.  Preference  will  be  given  to  projects 
which  have  or  will  have,  individual 
electric  metering,  and/or  individually 
controlled  and  billed  heating/cooling 
units. 

8.  Preference  will  be  given  to 
proposals  which  can  show  that 
participation  in  this  Demonstration  will 
significantly  reduce  the  number  of 
existing  tenants  who  otherwise  would 
have  been  displaced. 

9.  Preference  will  be  given  to 
proposals  which  develop  a  workable 
mechanism  to  limit  the  equity  return  on 
secondary  sales  of  individual  units  to 
reasonable  levels.  These  should  be 
levels  which  will  assure  the  continued 
availability  of  the  units  as  a  housing 
resource  for  families  of  similiar  income 
levels  to  the  first  cooperative  owners. 

G.  Processing  Procedures 

It  is  the  Department’s  intention  to 
utilize  the  greatest  amount  of  flexibility 
in  carrying  out  the  pilot  Demonstration, 
in  order  to  assure  its  objective  of 
developing  new  and  better  alternatives 
for  the  purchases  or  refinancing  of 
existing  multifamily  housing. 

1.  The  Architectural  Analysis  and 
Inspection  procedures  of  HUD 
Handbook  4565.1  Mortgage  Insurance 
for  the  Purchase  of  Refinancing  of 
Existing  Multifamily  Projects — Section 
223(f)  shall  be  followed. 

2.  Construction  Cost  processing  will 
be  performed  in  accordance  with  the 
Handbook  4565.1. 

3.  Mortgage  Limits:  these  shall  be  the 
statutory  mortgage  limits  for  the  Section 
221(d)(3)  program. 

4.  Valuation  for  maximum  mortgage 
amount  shall  be  based  on  the  lesser  of: 

a.  Replacement  cost,  including  the 
cost  of  the  limited  repair  and 
redecoration  to  be  performed  and 
normal  expenses  for  engineering  and 
legal  services,  organization  (including 
formation  of  the  cooperative  and  related 
services),  commitment  fees  and  other 
settlement  costs. 

b.  Value  of  the  project  as  a  continuing 
cooperative. 

c.  Value  that  a  willing  multifamily 
converter  would  pay  a  willing 
multifamily  owner  for  the  property  or  for 


comparable  properties  for  which  this 
may  be  known,  including  normal 
expenses  for  engineering  and  legal 
services,  organization,  commitment  fees, 
and  other  settlement  costs. 

5.  Mortgage  credit  processing  shall  be 
performed  in  accordance  with 
instructions  contained  in  the  Handbook 
4565.1. 

6.  The  administrative  requirements  for 
organizing  a  cooperative  housing 
corporation  shall  conform  to  procedures 
outlined  in  HUD  Handbook  4550.1,  Basic 
Cooperative  Housing  Insurance 
Handbook. 

7.  In  the  event  of  a  default  on  the 
cooperative’s  mortgage,  the  government 
shall  acquire  the  property  under  the 
procedures  and  terms  defined  for  the 
Section  221(d)(3)  program. 

H.  Application  Procedures  and  Contents 

1.  The  application  shall  be  submitted 
directly  to  Alex  J.  Pires,  Deputy 
Assistant  Secretary  for  Multifamily 
Housing,  Department  of  Housing  and 
Urban  Development,  Washington,  D.C. 
20410.  The  application  must  be 
submitted  on  or  before  thirty  (30) 
calendar  days  from  the  date  of  this 
Notice,  also  stated  in  Section  C.l.  of  this 
Notioe. 

2.  The  application  procedure  and 
required  exhibits  shall  be  as  outlined  in 
HUD  Handbook  4565.1,  Mortgage 
Insurance  for  the  Purchase  or 
Refinancing  of  Existing  Multifamily 
Housing  Projects — Section  223(f), 
paragraph  2.7(b).  The  application  shall 
be  for  a  Firm  Commitment. 

3.  The  application  fee  of  $3.00  per 
$1,000  of  the  requested  mortgage  amount 
shall  be  submitted  with  the  application 
for  Firm  Commitment.  Eighty  percent  of 
the  fee  shall  be  refunded  for 
applications  which  are  judged  not  to 
meet  the  eligibility  or  initial  screening 
criteria.  Fifty  percent  of  the  fee  shall  be 
refunded  for  projects  which  are  judged 
not  to  meet  the  selection  factors  for  the 
Demonstration  and  are  not  issued  a 
Firm  Commitment.  Firm  Commitment 
shall  be  subject  to  the  written 
requirement  that  the  project  proceed 
promptly  to  initial  endorsement  in  a 
manner  not  to  delay  or  impair  the 
comparisons  and  evaluations  which  are 
the  purpose  of  the  pilot  Demonstration. 
Commitment  terms  shall  otherwise 
conform  to  paragraph  2.9  of  Handbook 
4565.1. 

4.  Reference  made  in  Handbook  4565.1 
to  rental  rates  shall  be  applicable,  if 
any,  to  non-converting  individual  units 
only. 

5.  In  addition  to  the  submittal  of  Form 
HUD  3201  and  other  standard 
application  exhibits,  the  following 


information  shall  be  provided  in 
narrative  form: 

a.  A  description  of  how  the  project 
meets  the  eligibility  criteria  and 
selection  factors  outlined  in  Parts  E  and 
F  above. 

b.  A  description  of  the  proposed 
method  of  project  financing,  and,  if 
applicable,  the  method  of  financing  the 
cooperator’s  equity,  including 
satisfactory  evidence  of  lender 
commitment  for  the  proposed  cooperator 
equity  financing,  where  appropriate. 

c.  A  description  of  how  the  proposed 
cooperative  will  be  formed,  including 
any  assistance  the  owner  will  provide 
the  tenants  in  forming  the  cooperative 
organization. 

d.  A  description  of  the  assistance,  if 
any,  from  national  or  local  cooperative 
groups  which  may  support  the  efforts  of 
the  applicant. 

e.  A  description  of  the  proposed 
management  structure  for  operating  the 
cooperative  on  a  day-to-day  basis. 

f.  A  description  of  any  special 
features  of  the  application  or  differences 
in  treatment  required  to  assure  a  viable 
project;  in  particular,  a  description  of 
any  required  differences  or  waivers 
from  provisions  set  forth  in  this  Notice 
and  the  Handbooks  which  are 
referenced. 

g.  The  narrative  shall  be  preceded  by 
an  Executive  Summary  of  not  more  than 
two  pages  briefly  describing  all  major 
points  of  the  application. 

/.  Reporting  and  Evaluation 
Requirements  of  the  Pilot 
Demonstration 

The  participants  must  agree  to  allow 
reasonable  access  to  the  project,  the 
cooperative’s  financial  records,  and 
other  pertinent  documents  to  the 
Demonstration’s  evaluation  team.  A 
certification  which  binds  the  seller,  the 
cooperative,  and  its  individual  share 
owners  to  such  access  for  at  least  three 
years  after  conversion,  shall  be  included 
in  the  application. 

(Title  V  of  Housing  and  Urban  Development 
Act  of  1970  (12  U.S.C.  1701z-l  et  seq.);  sec. 
223(f)  of  National  Housing  Act  (12  U.S.C. 
1715n(f);  sea  7(d)  of  Department  of  HUD  Act 
(42  U.S.C.  3535(d))) 

Issued  at  Washington,  D.C.,  September  9, 
1980. 

Lawrence  B.  Simons,' 

Assistant  Secretary  for  Housing — Federal 
Housing  Commissioner. 

David  E.  Garrison, 

General  Deputy  Assistant  Secretary  for 
Policy  Development  and  Research. 
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